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Who Owns the Goods? 
TH E ROBERT MORRIS ASSOCI-ATES recently has called attention to a 
practice existing in certain industries which 
affects current position in balance sheets in 
accordance with the manner in which the 
matter is treated. The question raised is 
as follows: 
"For many years it has been the custom 
in several lines of industry to eliminate 
from the balance sheet on statement date, 
merchandise on hand but unpaid for, pur-
chased and intended for next season's busi-
ness. This custom has been particularly 
prevalent among shoe manufacturers and 
dry goods jobbers. Before credit men 
were sufficiently familiar with the prac-
tices in these industries to require informa-
tion about such merchandise holdings, the 
complete facts were not always revealed. 
Now that the custom of handling new 
season's merchandise has become so well 
understood, credit men have required full 
particulars, and the information is fur-
nished in some instances in a foot-note. 
Title to such merchandise unquestionably 
rests with the purchaser of the goods who 
has them in his possession, and who is, or 
at least should be, paying insurance on 
them. On the seller's balance sheet they 
appear as accounts receivable. A com-
pany's object in having the figures made 
up in this way is to have the balance sheet 
show a smaller debt and a better current 
ratio, and to attain this end they overlook 
the fact that it tends to make the credit 
man feel that his customer is attempting to 
influence his opinion by an unduly favor-
able arrangement of the financial facts. If 
the merchandise and the liability therefor, 
were included among the assets and lia-
bilities, it would create greater confidence. 
"A practice in which the principle is 
somewhat similar to the above is found in 
the textile industry. Mills frequently buy 
machinery from the manufacturer, giving 
notes in payment running over a period of 
years. The manufacturer retains a lien on 
the machinery but it is installed in the mill, 
is in active use, and to all intents and pur-
poses is the mill's property. The mill fre-
quently, however, does not include in its 
balance sheet either the machinery as an 
asset or the offsetting liability for notes 
payable, but reports them in a foot-note. 
The pledged machinery and the secured 
liability unquestionably belong in the bal-
ance sheet. Omission so to include them 
creates the same unfavorable impression as 
in the case of the next season's merchandise 
of the shoe manufacturer or dry goods 
jobber. 
"Now the question is, how can the de-
sired result best be brought about. Our 
suggestion would be to have the accountant 
or the bank, or maybe both, show the 
owners of the business how their balance 
sheet looks as it is set up on the bank's 
comparative statement form where the 
item is included on both sides. As it is 
now, the borrower brings the statement to 
his bank and has a very distinct impression 
that it is a good showing, properly pro-
portioned, etc., whereas the bank analysis 
indicates an entirely different picture. 
There must be one right way of showing 
such an item and this we believe to be the 
method just indicated; therefore, the ac-
countants and the banks should work 
toward the goal of showing the situation 
uniformly and in the right way." 
There can be but one right way, it seems, 
of handling an item such as the one in 
question. However, the right way de-
pends upon the facts in each particular 
Bulletin HASKINS & SELLS 7 
case. The essential fact in each case re-
volves about title to the goods. Any 
accountant, with adequate legal knowl-
edge, probably would not hesitate to sub-
scribe to the opinion that the cost of the 
goods should be included among the assets 
of the party who has title to the goods. 
This would be equally true whether title 
remained with the seller or was vested in 
the buyer. If the goods belong to the 
buyer and the buyer's balance sheet is 
under discussion, that balance sheet should 
show the cost of merchantable goods under 
current assets and the liability therefor 
under current liabilities. Under such cir-
cumstances, we do not see that the ac-
countant has any choice in the matter if 
he is to be true to his calling, inasmuch as 
the goods either belong or do not belong 
to the buyer. 
Granting that the determination rests on 
title, it is not easy always to determine, 
beyond doubt, where title lies. Without 
pretending to undue legal knowledge, it is 
our understanding that title may be said 
to pass usually by delivery. An executed 
deed, undelivered, does not pass title. Title 
to goods shipped from seller to buyer usu-
ally does pass by delivery, which is consti-
tuted by receipt of the goods. In other 
instances goods may be shipped on specific 
instructions as to transportation means 
and routes, and title may pass at point of 
shipment. 
Again, there may be constructive deliv-
ery where specified goods ready for de-
livery have been accepted by the purchaser 
and are stored by the seller for the pur-
chaser's account and risk. In such cases 
title has passed and the insurance is carried 
by the purchaser. Thus, the determina-
tion of title is not always easy, but the 
accountant, before deciding on what treat-
ment he will accord the cost of the goods 
in question, must seek and find sufficient 
evidence to justify his action one way or 
another. 
In the case of machinery or other capital 
goods, where the seller retains a lien on 
the goods until they are paid for, there 
would seem to be little question about the 
treatment of the item. It would seem that 
the assets should be taken up on the bal-
ance sheet of the purchaser and the cor-
responding liability expressed therein. 
Where the seller retains a lien, title never-
theless rests with the purchaser. The goods 
belong to him. He has a liability therefor. 
He may lose his title, if he fails to pay, 
when the seller levies on the goods by 
right of his lien. 
The weight of evidence concerning treat-
ment of the item might become more favor-
able to those who argue for the omission 
of the item from the balance sheet if the 
goods were sold under what is known as a 
title-retaining contract. Here, it might be 
said that our theory as to treatment based 
on the location of title would operate to 
exclude the item from the body of the 
balance sheet, But we meet this point by 
advancing the argument that at least the 
purchaser has an equity in the goods after 
making his down payment, and in all 
fairness we should express both the asset 
and liability elements which go to deter-
mine his equity by showing the situation 
in that way on the asset side in the body 
of the balance sheet. As far as we can see, 
the argument for exclusion falls down un-
equivocably where a buyer has title to 
merchandise or other goods. The argu-
ment totters in cases where goods have 
been purchased under a title-retaining con-
tract, and may be dislodged from its posi-
tion by the counter-argument concerning 
the display of equity. So much for the 
factual background. 
Expediency never is a satisfactory sub-
stitute for truth. It might be argued that 
in a situation where either of two ways of 
handling a matter might be considered 
honorable and justifiable, the benefit, if 
any, should be given to the borrower. 
Bank credit men usually are well able to 
protect the best interests of their banks. 
They are pretty well awake to all the pos-
sibilities of accounting and legal theory. 
Whether they are entitled to any more 
consideration than a client in controversial 
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matters may be an open question, which is 
entirely beside the point of this discussion. 
They are entitled to support in matters 
where they urge representations which 
permit of no argument on the basis of facts. 
It should be said unreservedly that ac-
countants should not be interested in ques-
tions of expediency. If a client has title to 
goods and is liable therefor, the cost of the 
goods and the liability should go in the 
body of the balance sheet, even though a 
three-to-one current ratio may thereby be 
converted into a four-to-two or a two-to-
one ratio. 
The accountant is not responsible for 
the acts of his client. His duty as an audi-
tor is to review the representations made 
by the client and to say, without bias or 
prejudice one way or the other, whether, 
in his opinion, the representations are true 
and correct. 
A client either does or does not own 
certain goods. If he owns the goods, he 
should recognize the fact and acknowledge 
his liability therefor. If the client fails to 
do this and asks an accountant to give an 
opinion in the matter, the duty of the 
properly qualified accountant should be 
clear. He should ask, "Who owns the 
goods?" Before committing himself to an 
opinion, he should seek and find sufficient 
evidence, one way or another, to enable 
him to make up his mind. If he decides 
that the client owns the goods, there is no 
course open to him but to include them in 
the body of the balance sheet. 
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